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OATH OR AFFIRMATION

I, Peter F. Palmedo , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the ﬂrm of

Sun Valley Gold Trading, Inc. , as

of December 31, 20 03 , are true and correct. I further swear (or affirm) that

- neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
" classified solely as that of a customer, except as follows:

None
Signature
M\/ COVMMISSI 6Y\ €Xpr e QIla!OF' ..m:";m,.' President
Q
' ) . f‘ W) ge0tt0%%0e, ,3, Txtle
Qi i Sy
gJNotary Public § -em * g
- H L & $
This report ** contains (check all applicable boxes): ".' d} Upit 5.
[ (a) Facing Page. o ),.'o..”. Q’o‘s‘
Kl (b) Statement of Financial Condition. "o,,'E OF 1V ?:‘\“
{c) Statement of Income (Loss). IO
(d) Statement of GKAKERKIXRXHAGMUXCONKION. Cash Flows
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Caplta]
O (f Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(J) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudlted Statements of Financial Condition with respect to methods of
consolidation.

(I) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

(0) Independent Auditors report on Internal Accounting Control required by Rule 17A-5.
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

February 12, 2004

To the Board of Directors
Sun Valley Gold Trading, Inc.
P.O. Box 2759

Sun Valley, ID 83353

We have audited the accompanying statement of financial condition of Sun Valley Gold Trading, Inc.
as of December 31, 2003, and the related statements of income, changes in shareholder’s equity and cash
flows for the year then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above, present fairly, in all material respects, the
financial position of Sun Valley Gold Trading, Inc. as of December 31, 2003, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information, as listed in the table of contents, is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly presented in all material respects in relation to the basic financial statements taken as a
whole.

LALLMAN, FELTMAN, PETERSON, & COMPANY, P.A.
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SUN VALLEY GOLD TRADING, INC.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2003
ASSETS:

Cash and cash equivalents $ 392,739
Investment in securities, at market value (cost basis of $103,025) 196,854
Commission receivable 2,250
Commodities held (cost basis of $29,718) 37,391

Office Equipment and Leasehold Improvements (net
of accumulated depreciation of $19,998) 1,238
Prepaid expenses and deposits 1,110
TOTAL ASSETS S 631,582

LIABILITIES AND SHAREHOLDER’S EQUITY

LIABILITIES:

Payable to related party $ 10,000

Other payables 4.949
TOTAL LIABILITIES 14,949
SHAREHOLDER’S EQUITY:

Common stock ($1 par value, 10,000 shares

authorized, 500 shares issued and outstanding) 500

Additional paid-in-capital 359,803

Retained earnings 256,330
TOTAL SHAREHOLDER’S EQUITY 616,633
TOTAL LIABILITIES AND SHAREHOLDER’S EQUITY §_____ 631582

See accompanying notes to the financial statements. Page 2




SUN VALLEY GOLD TRADING, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2003

OPERATING REVENUES:
Gross commission revenue $ 154,568
Clearing brokerage participation ( 79,407)
Clearing brokerage fees ( 36.172)
Net Operating Revenues 38,989
OPERATING COSTS AND EXPENSES:
General office overhead 120,000
Legal and accounting 9,647
Insurance 1,993
Regulatory dues and fees 752
Dues and subscriptions 345
Bank charges expense 212
Other operating costs 33
Total Operating Costs and Expenses 132,982
Net Loss From Operating Activities ( 93,993)
OTHER REVENUES:
Realized gains on securities 266,336
Change in unrealized gains and losses on securities 123,988
Change in unrealized gains and losses on commodities 6,066
Interest Income 6.427
Total Other Revenues 402,817
NET INCOME $ 308,824

See accompanying notes to the financial statements. Page 3




SUN VALLEY GOLD TRADING, INC.
STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2003

Additional
Common Paid-in- Retained
Stock Capital Earnings Total
BALANCE, DECEMBER 31, 2002 S 500 $§ 359803 § 72,506 $ 432,809
S-Corp distributions -0- -0-  ( 125,000) ( 125,000)
Net income -0- -0- 308,824 308,824
BAEANCE, DECEMBER 31, 2003 S 500 $__359.803 $__256,330 $_ 616,633

See accompanying notes to the financial statements. Page 4



SUN VALLEY GOLD TRADING, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income S 308,824
(Increase) Decrease in assets:
Investment in securities 12,218
Commission receivable 77,170
Commodities held ( 6,066)
Increase (Decrease) in liabilities:
Payable to related party ( 14,144)
Other payables 4,949
Net Cash Flow From Operating Activities 382,951
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fixed assets ( 1,238)
Net Cash Flow From Investing Activities ( 1,238)
CASH FLOWS FROM FINANCING ACTIVITIES:
S-Corp distributions ( 125,000)
Net Cash Flow From Financing Activities ( 125,000)
NET INCREASE IN CASH AND CASH EQUIVALENTS 256,713
CASH AND CASH EQUIVALENTS, Beginning of Year 136,026
CASH AND CASH EQUIVALENTS, End of Year $ 392,739

See accompanying notes to the financial statements.
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SUN VALLEY GOLD TRADING, INC:
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

(A) Organization

Sun Valley Gold Trading, Inc., (the Company), a Subchapter S-Corporation, was
incorporated in Idaho on January 27, 1992. The Company is a broker/dealer registered
under the Securities Exchange Act of 1934, with its offices located in Sun Valley, Idaho.

The Company’s customers are located worldwide.

The Company introduces all of its trades on a fully disclosed basis through Bear
Stearns, and therefore is exempt from Rule 15¢3-3 of the Securities Exchange Commission

under the provisions of subparagraph (k)(2)(ii).

(B) Revenue and Expenses

The Company is engaged in various brokerage and trading activities generally within
the precious metals industry. These services are primarily provided to major institutional
investment managers. Income and expenses relating to these securities transactions are

recorded on a trade date basis.

(C) Cash and Cash Equivalents

For purposes of the statement of financial condition and statement of cash flows, cash

and cash equivalents are defined as all cash and money market accounts.

(D) Commission Receivable

Commission receivable at year-end represents commissions earned by the Company on
securities transactions executed and cleared by other broker/dealers. These amounts are
typically received shortly after the accounting period in which they are recorded and the
company has not experienced any significant uncollectible commissions receivable.

(E) Investment in Securities

Investment in securities are valued at the last reported sales price or, if no sale
occurred, at the bid price on the last business day of the year on a first-in, first-out (FIFO)
basis. All of the Companies investments in securities are in securities relating to gold and

precious metals.
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SUN VALLEY GOLD TRADING, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2003

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

(F) Commodities Held

Investments in marketable commodities held are reported at fair value with unrealized
gains and losses recognized as a component of income. Realized gains and losses are
computed on the trade date by use of the first-in, first-out (FIFO) cost method, unless
specifically identified.

(G) Federal and State Income Taxes

Under the Internal Revenue Code, a Subchapter S-Corporation is a tax reporting entity
only. The individual shareholder reports his distributive share of corporate income and tax
credits on his personal tax return.

NOTE 2 - USE OF ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates
and assumptions that affect the financial statements. Actual results may differ from those
estimates.

NOTE 3 - RELATED PARTY TRANSACTIONS

During 2003, the Company reimbursed Sun Valley Gold, LLC, $10,000 per month
through an Affiliation Agreement for office and research costs paid on behalf of the
Company. These payments are reported on the Statement of Income as General office
overhead. At December 31, 2003, the Company had a payable to Sun Valley Gold, LLC of
$10,000.

The Company executes trades for Sun Valley Gold LLC on behalf of accounts
managed by Sun Valley Gold LLC. As referenced in Note 5, the commission revenue
generated as a result of these trades represents a significant portion of gross commission
for the Company.
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SUN VALLEY GOLD TRADING, INC.
NOTES TO FINANCIAL STATEMENTS (Continued)
DECEMBER 31, 2003

NOTE 4 - NET CAPITAL REQUIREMENT

The Firm is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. These rules also restrict the timing and amounts of capital withdrawals
or dividends paid. The Firm has consistently operated in excess of the minimum net
capital requirements imposed by these rules.

NOTE 5 - FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK

In the normal course of business, the Company’s customer activities involve the
execution, settlement, and financing of various customer securities transactions. These
activities may expose the Company to off-balance-sheet risk in the event the customer or
other broker is unable to fulfill its contracted obligations and the Company has to purchase
or sell the financial instrument underlying the contract at a loss. The Company may seek
reimbursement for such losses from the customer or counterparty.

NOTE 6 - CONCENTRATION OF RISK

The Company maintains a significant portion of its cash and cash equivalents with a
single financial institution.

For the year ended, December 31, 2003, sixty-eight percent of the Company’s

commission revenue was generated by Sun Valley Gold, LLC, a related entity. Loss of
this client would negatively affect the Company’s operations.
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SUN VALLEY GOLD TRADING, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2003

NET CAPITAL:
Total shareholders’ equity from the

Statement of Financial Condition $ 616,633
Deduct shareholders’ equity not allowable
for net capital -0-
Total Shareholders’ Equity Qualified
for Net Capital 616,633
ADD:
Liabilities subordinated to claims of
general creditors allowable in
computation of net capital -0-
Other (deductions) allowable credits -0-
Total Capital and Allowable Subordinated
Liabilities 616,633
DEDUCTIONS AND/OR CHARGES:
Non-allowable assets:
Prepaid expenses $ 1,110
Fixed assets 1,238
Commodities held 7.478
Total Deductions and/or Charges 9.826
Net capital before haircuts on securities positions 606,807
HAIRCUTS ON SECURITIES:
Other securities 29,528
Undue concentration 20,314
Total Haircuts on Securities 49,842
NET CAPITAL $ 556,965
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COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:

Minimum net capital required (6.6666% of A.L)
Minimum dollar requirement
Net capital requirement
Excess net capital
Excess net capital at 1000%
AGGREGATE INDEBTEDNESS:
Items included in Statement of Financial Condition:
Accounts payable
Total Aggregate Indebtedness

Ratio: Aggregate indebtedness to net capital

RECONCILIATION WITH COMPANY’S COMPUTATION

(included in Part ITIA of Form X-17A-5 as of December 31, 2003):

NET CAPITAL, as reported in Company’s Part ITA
(Unaudited) FOCUS report
Net audit adjustments

Net Capital, per above
AGGREGATE INDEBTEDNESS, as reported in
Company’s Part IIA (Unaudited) FOCUS report

Net audit adjustments

Net Aggregate Indebtedness, per above

See independent auditor's report.

$————¢
$ 100,000
h) 100,000
$__ 456,965
$ 555.470
$ 14,949
$ 14.949
2.69%

$ 556,965
-0-

$ 556,965
$ 14,949
-0-

$ 14,949
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

February 12, 2004

To the Board of Directors
Sun Valley Gold Trading, Inc.
P.O. Box 2759

Sun Valley, ID 83353

In planning and performing our audit of the financial statements and supplemental schedules of Sun
Valley Gold Trading, Inc. for the year ended December 31, 2003, we considered its internal control
structure including procedures for safeguarding securities in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness (or aggregated debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Firm does not carry
securities accounts for customers or perform custodial functions relating to customer securities, we did not
review the practices and procedures followed by the Firm in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.
3. Complying with the requirements for prompt payment for securities under Section 8 of

Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Firm is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of internal control structure policies and procedures and of the practices and procedures
referred to in the preceding paragraph and to assess whether those practices and procedures can be expected
to achieve the SEC's above-mentioned objectives. Two of the objectives of an internal control structure and
the practices and procedures are to provide management with reasonable but not absolute assurance that
assets for which the Firm has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's authorization and recorded
to properly permit the preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.
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Independent Auditors' Report on Internal
Accounting Control Required by SEC Rule 17a-5
Sun Valley Gold Trading, Inc.

February 12, 2004

Page 2

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may nevertheless occur and not be detected. Also, projections of
any evaluation of them to future periods is subject to the risk that they may become inadequate because of
changes in conditions or the degree of compliance with them may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific intemal control structure elements does not reduce to a relatively low level the risk
that errors or irregularities in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving the internal control structure
that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities and Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Firm’s practices and procedures were adequate
at December 31, 2003, to meet the SEC's objectives.

This report is intended solely for the use of the board of directors, management, the SEC, and other
regulatory agencies which rely on rule 17a-5(g) under the Securtties and Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended and should not be used by anyone other
than those specified parties.

LALLMAN, FELTMAN, PETERSON & COMPANY, P.A.
Ketchum, Idaho
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See independent auditor’s report. Page 12




